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Dear Chair Ernest Martin::

NIh NOV 25 ~
Because the Oahu Tax Advisory Commission 10-14-2014, sent recommendations to the City

Council requiring information on TAT returns, I have enclosed a copy o~a i~ItT~ a
past director, Kurt Kawafuchi. In 2007, a similar request was heard at
the director’s reply.

ThankYou
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HOUSE COMMnTEII ON FINANCE

ThSTLMONY REGARDING SB 750 SD 31111
RIELATING TO TRANSiENT ACCOMMODATIONS TAX

April 3. 2007

This bill requires the Dcpartmtflt ci Taxation Dcpaxtmtmt to coordinate with the flawah
Tourism AuIhOflLY HTA and the various counties to:

• Investigate into current nonresidential transient uses of residential property;
• Report on various developments of transient accoinmodalions tax cotleedons; and

• . Ma137e the cuirent transient accommodations lax return forms.The Senate ComrnhttccQfl Tourisni & Covcinntcnt Operations made various amcndrncnt.StO
the hilt.

‘The Senate Committee on Economic Development & To,catiori made various substantive
anicndrnt0ts to the bill.

The Senate Committecon Ways & Means madetcehilical. nonsubstantive amendments to the
ru ens arc.

The Senate passed the measure on third teading

The Joint House Committee on Tourism & Culture and Economic Devclopment & Busincss
Concerns amended the bill by eliminating provisions requiring the Department 10 share confldcritial
n,t information and requiring 1-ITA and the COuntieS to provide information to the Department;
requiring the Departmcult tO TC Ofl On tax stati$liCS and investigatiflfl performancc and tcquirittg the
cL~unhiCS to develop identification and permitting of vac,tion rentals.

The DeparlIV.Cflt of Ta’a&tion supports the amcndfltcltts that eLiminate the Departrncilt’S
teqtitremtnt to disclose cmtftdential taxpayer information. However. the Depaflnwflt oppose~ihL~
measure xis burde3~SOflw anti unneccSS2~.

TheDePaan1Cflt~~PP0t~ legislation hltaL is airnedat assuringUpUmunt re~tmuecolkctiOn5,
especially froIndelilKlttCItt oruitpaid sources- Though the issue of illegal tmnsttaCC0ntfl10ütb0t~
WILlS has prinuarily been an isstic for the counties, the Department recognizes the shared interest with
the courttits m nssLir~ dial transient ~econunotlatiOn pmvidersarc in full compliance with the vatioLlS
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laws. irtcludrng tax laws. However. the Depadrnent believes ihb bill is the wrong vehicle.

The IJepafitnefit has the Ibilowing comment and conc~fl5—

AMEND1~ TIlE BIlL TO MAI?~TAtN TANPAYER CONFIDENTIALITY WAS
carricAl__The IJepartuleIlt supports the recent amendments that eliminated the
rcqtiiretiWflt that the Department share cunfidential taxpayer inlormatiOn i~itli the counties.
The DcpxllflCtit hOtdstaxPaYtiiflfOrIi2atiOn in contidenccasisrequtredby lawandlo the bc~Ienncnt
of the sdf-rcpOflhl~ la~ system.

Presently. FIRS § 2371>13 provides the Department with limited ability to discuss taxpayer
j~fçrmatiCfl with third pailies. incluthngothcrgcvemment entities. Thesenale Committccon Ways
& Means pointed oUt this provision awl asserted that it allows çottntics to access tax information.
{{owcvet, the ComnhitLCt did not take into acccvni that in order to obtain specifte taxpayer
nlbrmation, there must he a finding of a ‘nnterial interest.” Since Peparimeni personnel are

subject to criminal liability lhr impropcrdiselostwe. tbedeteflflination oiwhethcr a material interest
exists shoulLi not be made haphazardly. Moreover, tn information nn only he releaseti for ~‘tax
purpt5QSOnlY.” Again, with crinunal liability atsiake. Lhedctertflination ola tax jnnpose cannot be
made hapha~ardGY. With regard to illegal vacation units, the purpn%es for which counties arc
seeking tax infoflhlation is to enforce zoning laws—not tax laws Thus, the counties have no
lugilimate tax purpose for taxpayer information.

The LkpaFttfl~i1t will be unah~c to share information ci taxpayers that rent properly arid who
do notturrenItY paY transient accommodations tax. During the last audit project. information of
non-reporters was obtained from rederal tax inforrnatiOfl. This information caitnot be shared
with tire coullt~e5 under any cirttttitstzuices. Arty infomialiori OLE iiowrcpOtlCtS carttiot be shared
because the infonnalion can only be obtained from federal informatiom not any slate returns.

The Department’s ability 10 release taxpayer information, such as specific addresses or
Locations is very limited because rclcasin~ the address, as was required in prier dratis of this bill.
obviously identifies the taxpayer.

The Dcpaflttlent_aPPteciates the amcrndtnciit that allows the Depanmeni to accept ups fmni
third parties; ~Qwever, the flcpanmcnt notes that the ability to receive iriformaiiart from third parties
exists under cuneni law. EssentialLy, infontialion regarding this legislation will only flow One
direction, from the counties to the Department.

INCREASED SCRUTINY MAY DRIVE TAXPAYERS UrcDEitGROUNI—lliC

DepaitiientP0t~°~ thai alter its last audit project with rITA. the pepartmentconelttdcd that, ingeneral. those that rent transient accommodations arc lax compliant. The Dcpartmcrtt fears thai any
irtereascd scrutiny could potcnthdty backfire and drive othenvise tax compliance individuals
“underground.” Taxpayers that arc forced “undergittind” can have a direct impact on collections.

IN ,ln~



nw lilA employed a consultant to search the Internet for advenisements for bed and
brcakfast operators and vacation rentals in Hawaii. I4TA provided the results of this search to the

lilA’s corsuhtar.t located 1.452 advertisementS for bed and breakfast operatois arid

6,902 advertisementS for vacation rentals. Many ;,dvertiseiflcfltS were redundant because uLanY
operators and renters advertise on more than one websile.

~[~0rcofle1atiflg HTAs infomiatloil with the Department’s files and other infonnation that

was available, the Departnwnt initiated 123 audits on bed and breakfast operators that the
Department believed were not properly reporting Hawaii taxes. The Department also iniliMed I ~2
nidiis on vacatiori rcnttfS~

Ofthc X~5 conibincdCaS~. thcDepatitl~It1~tl0W~l 6satiditsand assessed $l,47?.219in
dchinctteflt taxes.

SPECIFIC MULTI-AGENCY TASKFORCE, i SOUfltS_FUflhlerTttOrt, if the
Qnnmiitcc is ~onsntcting the Department tø dedicate resources to targeting the residential vacation
rental and transient accoinntodaliofls tax enfotcemeilt, the Department would need additional
resources that can be used to focus on this one urea of tax collections with the assistance of other
entitieS. The committee provided the Department with an appropriation. The Dcpanmcnt had
previotiSIyreqUt~~ an eppr0priaLiOflint~ amount oia proximatelyS9SOS in ortlerto staff tin
invesüplive office. atidilors. and other facilities needs in orderto comply with this legislation, in
addition. the bill now requires the Department 10 prepare additional reportS tO Lhe Lc2islatuW and
requests an appropriation to handle this request.

I-IoweVU, as hSCLISSCd, the Department questions whether this Legislation is necessary. Tue
Deparinlent doe5 not believe there is substantiaL non.cumpLiaflte whit tax obiigaliolls.

based LIpOII the foregoing. the Department opposes this bill and reqUcs~ thai it be held as
burdensome and tLft1iecCssary~

~tio7~,SL~. ~I~ib.~
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~nIE NECESSI’IY OFTHIS BlI~LlSQtlEST10~_lTh~~’L behevesthat
thiS legislation ~S unnQCcSSalY. One issue that arose in prior comm1tte~ was the status of the
Dc2partme1tt’5 efforts with the HTA regarding the audits of tr.ttisieilt accoirtmoIatLOnS providers1
~~cluding bed and breakt~’St5.

TillS BlLLCORR1~’t~V PLACES TIIEONIJS OFIDENTWY1NG RENTALS ON
TIlE COU?4TIES_ThC issue of ‘ilIegar transient accommodations is piltitinly a county issue.
The recent compLaints received by neighborhoods where transient accommodationS arc of
great concern relates In zoning violations—not tax viulatiotts. As slated above. the Department
concluded that. for the most pan, transient accommodatioT~ pnwiders are tax compliant. Whether
the slructurC is zoning compliant is another matter. Zoning hiws are strictLy awatier for the county.
The Department suppolis thai this legislation shifks the onus of iduntii~ing and investigating the
location ofthc suspect rentalsonthe countitS. 7he counties should riot be using the tax system to
police kszonillg laws. Nonetheless, Lhe Department is more than willitiglo assist in ordcroaSSUre
ma’timtlnl revenUe. Though, as stated above, the Commultec must be cognizant that increased
scrotiny on these rentals may drive otherwise tax compliant taxpayers underground.
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Thank you for the oppo~unftY totcsfiry.
ltcsp Lys

*
KUR KAWAFUCHI
DfrCCIOI 0fTa~aiiOfl
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